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INSTITUTE OF PACIFIC RELATIONS 


Australia: Expansion, Rearmament, Inflation 


Menzies’ new cabinet faces an old problem: growing disparity between cash 
income and supply of goods. Are more controls needed to stem inflation? 


BY JAMES R. ROACH 


HE DISSOLUTION of both houses of the Australian 
Parliament for the second time in history, which 
preceded the April 28 elections in that country, was 
not precipitated directly by economic issues. However, 
economic problems were aggravating political ones, the 
Liberal-Country Party government and the Labor oppo- 
sition disagreed on whether and how to apply wage 
and price controls, and Labor’s main campaign attack 
centered on the failure of the government to stem the 
rising cost of living. The voters apparently were not 
convinced of Labor’s ability to do better at this, or 
perhaps other issues weighed more heavily, for the Lib- 
eral-Country Party coalition was returned to office.* 
However, an understanding of current Australian prob- 
lems must still begin with the economic background. 
Basically, the country is experiencing a severe infla- 
tion; a large and steadily increasing purchasing power 
is not being matched by a comparable supply of goods 
and services and, in fact, the supply will decrease as 
foreign aid and rearmament programs take hold. It is 
rarely possible, however, to offer a single explanation 
for any inflation, and this is true in the Australian case, 
where a series of pressures have combined to produce 
the present difficulties, 
One obvious source of pressure has been the backlog 
of demands developed during six years of war. Mining 


Professor Roach is a member of the Department of Govern- 
ment at the University of Texas. 


* As of May 14, with the count not fully completed, indi- 
cations were that the Government would have 69 seats in the 
House of Representatives against 52 for the Opposition, and 
31 seats in the Senate to 29 for the Opposition. On May 10 
Prime Minister Robert G. Menzies announced the formation 
of his new cabinet.—Ep. 


and manufacturing, except defense industries, did not 
expand; housing developments and public works were 
postponed, and many consumer goods—particularly 
durable items—disappeared from the market or were in 
exceedingly short supply. Despite heavy taxes, the com- 
bination of full employment and little to buy found 
Australians in the first postwar fiscal year (1945-46) 
with known liquid assets of at least £A446 million as 
compared with £A597 million in the last prewar year. 
During the same period the Australian national income 
had risen only about one-half, from £A814 million to 
£A1,284 million. 

Australia’s rising population, as a result of both natu- 
ral increase and a vigorous government-sponsored im- 
migration program, has placed heavy new demands 
upon the country’s industry and resources, The census 
of June 30, 1947 showed a population of 7,580,820; 
this was an increase of 950,981 over the previous (1933) 
census, and an estimated 150,000 of this increase oc- 
curred after the end of the war in 1945. By 1951 the 
population had jumped to 8,185,539, an increase of 
nearly eight per cent in 30 months. About 350,000 of 
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this increase represents immigrants, whose demands 
added to the strain on housing, furnishings, and consum- 
er’s goods. Dyspite many shortages, however, the gov- 
ernment is encouraging immigration, both in the interest 
of Australian defense and to provide more manpower 
for employment on the land and in the expanding 
industries. Nearly 170,000 persons arrived in the year 
ending June 30, 1950, weekly arrivals currently average 
4,000, and an annual target of 200,000 has been set. 
The government aims at a population of nine million 
by 1953, and ten million by 1957. For the first time 
the bulk of immigrants to Australia are no longer 
British; well over half of those coming in are from the 
continent of Europe, and as many as 150,000 are 
“displaced persons.” 


High Wool Prices 
The most publicized source of inflation has been the 
exceedingly high price paid in the world market for 
Australian wool, not to mention the continuing de- 
. mand and good prices paid for wheat, meat, and dairy 
' products. Wool growers held a surplus at the end of 
' the war, and were fearful of a decline in demand; in- 
‘stead the demand has increased every year since 1945, 
i and each succeeding season’s auctions have set new 
' price records. The “wool check” figures are revealing: 


£A Million lbs. 
1946-47 92,601,206 | 878.5 
_ 1947-48 155,784,246 903.6 
1948-49 194,589,170 963.1 
1949-50 286,500,000 1,000.0 
+ 1950-51 (1st 9 mos.) 514,290,000 900.0 (est.) 


‘ In late March and April prices dropped somewhat af- 
' ter the first heavy spurt of American stockpiling, but 
final sales will probably push the year’s total over the 
+ £A600 million mark. This represents an income from 
wool more than six times that of 1946-47, although 
during the same period production has increased only 
about 20 percent. While such an income obviously 
helps to overcome most of Australia’s foreign exchange 
' problems, it spreads a tremendous inflationary pur- 
chasing power throughout the domestic economy. A 
government attempt to drain some of this off by levying 
a 20 per cent income tax prepayment is noted below. 
The major strain on the Australian economy since 
1945 has resulted from private investments and indus- 
trial expansion, plus some ambitious government-fi- 
nanced projects. This industrial development has been 
encouraged by the government, whose policies aim to 
increase Australia’s industrial self-sufficiency and to les- 
sen the country’s dependence upon primary produc- 
tion, In the past the pattern of trade has emphasized 
the country’s position as a supplier of raw materials 
and importer of industrial, manufactured, and consum- 
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er’s goods. In the prewar years 25 per cent of the 
total national product was exported and 80 per cent 
of this was primary products. This meant that Austral- 
ian living standards were closely related to world price 
levels and were greatly dependent upon conditions be- 
yond Australian control. The needs of the war gave 
an impetus to certain types of industrialization, and 
the movement has gathered speed since. The govern- 
ment has wished to reduce Australian reliance upon 
overseas suppliers and to lessen the effect upon living 
standards of fluctuations in the world price of primary 
products; in the interests of a more adequate national 
defense and to support an expanding population it has 
sought increased industrialization, and domestic manu- 
factures have been stimulated by high prices and short- 
ages in the usual foreign markets. 

Over 27 per cent of the 1949-50 national income was 
still derived from exports (although this was a result 
of higher prices rather than of much increase in export 
volume), but great industrial expansion has occurred. 
Over one-third—at least 875,000—of Australia’s work- 
ing force is now engaged in some branch of manu- 
facturing, and the value of factory production has 
jumped to over £A500 million, more than a 40 per cent 
increase over prewar values (although again this is in 
part a price increase). Total industrial output now ex- 
ceeds £AJ,000 million per year. This expansion has 
been largely financed by private investment, which has 
risen from £A95 million in 1938-39 to £A242 mil- 
lion in 1946-47, and to an estimated £A470 million 
in 1950-51. At the same time public investment—much 
of it for harbor improvements, transport and commu- 
nications, electric power, etc., which contribute to in- 
creased industrial capacity—has risen to about £A150 
million annually, nearly triple the prewar figures, 


Overemphasis on Light Industry? 

Such a rate of investment—the figure for private 
investment alone very nearly equals 20 per cent of the 
national income—creates great competition in the mar- 
ket for available materials and manpower. Australia’s | 
sterling balance in London, built up during the war, 
has been drawn on to finance heavy overseas purchases 
but the only foreign borrowing was a $100 million 
loan granted in 1950 by the International Bank. A 
nation which seeks to industrialize rapidly can do so 
only through foreign borrowing or by creating a surplus 
of material from its own resources. It is the latter prob- 
lem which has faced Australians. Without price con- 
trols or rationing the power to consume has rested 
upon ability to pay, with a consequent rise in prices 
in response to effective demand, The desire to indus- 
trialize has been so great that there has been consid- 
erable willingness to tolerate a price rise as the cost a 
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nation must pay to get a larger industrial plant. Some 
critics, however, have charged that Australians are 
not getting what they should in the way of an indus- 
trial plant. They declare that too much investment has 
gone into light industry, into plants for food processing 
and consumer’s goods, and not enough into improving 
mining, transport, and power equipment, and into the 
basic and heavy industries whose output must be ex- 
panded to insure adequate supplies and thus eventually 
lowered prices. Professor Douglas Copland has been 
the most persistent critic of this trend; he suggests the 
phrase “milk-bar economy” to describe what is being 
created by the diversion of resources into non-essential 
investment while basic industries and housing are not 
given enough attention." 


Labor Shortage and Labor Disputes 


The rate of industrialization has been slowed for 
other reasons, with the result that shortages have been 
prolonged and prices in some cases have gone higher 
than might have been anticipated. Australia has faced 
a shortage of both skilled and unskilled labor since 
1945. “Help Wanted” columns in the city dailies are of 
record length, the Commonwealth Employment Ser- 
vice lists over 125,000 vacancies, and the number of 
persons drawing unemployment benefits stays around 
700. Labor shortages have been further aggravated by 
frequent labor disputes, especially among the mihing, 
transport, and maritime workers, which have cost the 
country uncounted thousands of working days. There 
is no doubt “hat the Communist leadership of certain 
unions has been responsible for some of the more fla- 
grant stoppages, and there has been a general ten- 


dency on the part of the more militant sectors of or- 


ganized labor to ignore the arbitration laws and to re- 
ject the rulings of the industry tribunals and the Arbi- 
tration Court. Recent government moves to increase the 
power of such bodies and to increase the penalties for 
defiance of their orders were among the issues of party 
disagreement leading to the dissolution of Parliament. 
A law to outlaw the Communist Party and to drive 
Communists from union offices was passed last Octo- 
ber, but in March the Australian High Court by a 
6-1 decision ruled that such a law was beyond the 
peace-time authority of Parliament.’ 

Australia has also suffered from a consistent short- 
age of coal and electric power, partly the result of labor 
disputes. Australia has no known petroleum deposits 
and hydroelectric power is produced in limited 

1 See especially Copland’s Back to Earth in Economics: 
Australia, 1948 (Sydney, 1948), and “The Australian Econ- 
omy, 1950,” Lloyds Bank Review, October 1950. 

2 See James R. Roach, “Australia Moves to Outlaw Com- 
munists,” Far Eastern Survey, September 27, 1950. 
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amounts, so that most Australian industry, transport, 
and power generation depend upon coal. Frequent 
strikes in the mines have eaten away any margin that 
might have existed between sufficiency and shortage, 
with the result that industries have suffered shutdowns, 
transportation services and electric power have been 
rationed frequently in Sydney and Melbourne, and in- 
dustrial expansion has been held up for lack of sup- 
plies.’ 

Shortages of goods elsewhere in the world have af- 
fected Australia. Australian sales in Europe and Asia 
have been large and there are balances in London to 
draw upon, but overseas manufacturers have been un- 
able to meet Australian demands or delivery dates 
have been set years ahead. Buying in the United States 
was not an easy solution. As a member of the sterling 
area Australia shared with Britain the problem of the 
dollar shortage, and made an effort to cut back pur- 
chases in this country. The Labor government in Aus- 
tralia was reluctant to seck dollar loans, fearing future 
difficulty in finding enough foreign exchange to finance 
repairs and replacements and to meet the payments on 
principal and interest. In recent months the dollar 
shortage has become less serious, as the Liberal-Country 
Party government negotiated a $100 million loan from 
the International Bank and, although dollar expendi- 


tures are still closely regulated, purchasing in the United - 


States has been stepped up.* Now, however, the Aus- 
tralians are faced with sharply rising prices in this 
country, and with shortages and delays in delivery as 
much of .the United States industrial capacity is di- 
verted to military production. 


Industrial Production Expands 

While difficulties are numerous they do not mean 
“no progress.” First reports on 1950 totals show very sig- 
nificant increases in coal production, in pig iron and 
steel output, in the manufacture of bricks and cement, 
and in the generation of electric power. Oil refinery 
capacity has been increased, mines increasingly are being 
mechanized, and new railway equipment is being put 
into service. Heavy earth-moving machinery has been 
imported to speed construction projects, and work is 
being pushed on both expanding and new hydroelec- 


3 Australia needs about 18.5 million tons of black coal a 
year, increasing to an estimated 22.5 million tons by 1953. 
Current production is running slightly above 15 million tons 
and the government is resorting to subsidized coal imports. 
The steel industry is operating at about 70 per cent of capa- 
city as a result of coal and labor shortages. 

4 At the end of February Australia had an overall favor- 
able trade balance of over £A100 million for the first cight 
months of the fiscal year. Included in this was a favorable 
dollar balance of more than $56 million, compared with a 
$12 million deficit for the same period last year. 
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tric developments although it will be several years 
before they will be operating:-New textile plants have 
been established, and the production of machine tools 
and automotive equipment—before the war nearly all 
imported—has been greatly expanded. The major com- 
plaint of economists such as Professor Copland is that 
the rate of increase is not great enough; that the pop- 
ulation increase and increase of national income is 
running far ahead of the increased industrial and man- 
ufacturing capacity, with the result that an inflationary 
gap is created that can be closed—lacking higher taxes, 
forced savings, or other controls—only by an increase 
in prices. 

Military Expenditures 

It now becomes necessary to superimpose on this al- 
ready taut economy new expenditures for foreign aid 
and military defense. The Australian government has 
been among the most active in promoting the Colombo 
Plan—a program of economic assistance for south and 
' southeast Asia—and has made initial promises of aid 
totaling over £A35 million.’ Three Australian naval 
- vessels, one fighter squadron, and an infantry bat- 
' talion form part of the United Nations forces in 
_ Korea, and two Air Force squadrons are serving with 
British forces in Malaya. The permanent military forces 
' are to be increased by at least 20,000 men, and com- 
pulsory training for 13,000 reserves this year (rising to 
_ 21,000 in 1953) will withdraw that many men an- 
nually from the manpower pool for three to six months, 
_ depending upon the branch of service. Additional naval 
vessels are to be built, and an expansion in aircraft, 
military transport, housing, weapons and supply, and 
stockpiling will further strain existing facilities and 
resources. This, of course, is not a situation peculiar to 
Australia; but the results are felt with particular inten- 
sity in that country, where a growing population and 
attempts to increase industrial capacity have already 
produced great difficulties. 

An attempt to measure the current inflationary trend 
in Australia has been made by the National Bank of 
Australasia.” By examining the three main areas—in- 
vestment, overseas trade, and public authority opera- 
tions—which increase private income without producing 
a corresponding increase in goods and services, and de- 
ducting from the total increase the sum people vol- 
untarily save (based on the normal 1938-39 period, 11.9 
percent of the national income), it is possible to estimate 
the net inflationary pressure in any period. Using this 
method, the Bank finds a steadily increasing gap: 


5 See Charles S. Blackton, “The Colombo Plan,” Far East- 
ern Survey, February 7, 1951. 

6 Monthly Summary of Australian Conditions, February 12, 
1951, pp. 3-7. 


1948-49 1949-50 1950-51 (est.) 
(in million £A) 
Total gross infla- 
tionary influence 372 426 600 
Estimated private 
savings 233 270 320 
Inflationary gap 139 156 280 


The Bank concludes that inflationary forces will rise 
to nearly double the rate at which Australians are will- 
ing to save, and that £A280 million (over 10 percent 
of the national income) is the current measure of the 
direct pressure exerted to raise—through price in- 
creases alone—the market value of goods and services 
presently consumed in Australia. By the end of 1950 
the index of retail prices had risen 37 per cent over 
the immediate postwar period and showed every in- 
dication of continuing an annual climb of at least 10 
per cent.’ 

The government has attempted to drain off some 
of the surplus or to control its expenditure, but at the 
same time for other reasons it has been forced into 
actions which increase the inflationary situation; to 
date no real effort has been made to tackle the problem. 


Proposals to Revalue Currency 

It is occasionally suggested that the Australian pound 
should be revalued. Australia went off sterling during 
the depression, establishing a rat: + of £Stg.100 to £A125 
which is still maintained. In the immediate postwar 
years the argument was frequently made that the 
Australian pound was undervalued and that it should 
again be at par with the pound sterling; particularly 
was this argued when devaluation by Britain was under 
consideration. The change was not made, however, 
and when Britain devalued her currency the Aus- 
tralian pound was also devalued; the exchange rates 
now are $2.80 and $2.24 for sterling and Australian 
pounds respectively. Revaluation is still urged, par- 
ticularly by some business and consumers’ groups that 
would benefit from reduced import prices. It is op- 
posed by the primary producers, who would have to sell 
in the world market for the higher prices revaluation 
would produce; these interests are supported by the 
Country Party, which has held the balance between 
Liberals and Labor and governed in coalition with the 
Liberals. Most economists seem skeptical that revalua- 
tion would have much effect; some of the smaller 
export industries would lose their markets while the 
continuing strong demand for wool might result in a 
net increase in export income. 


7 The Australian Gallup Poll last September reported that 
a majority in every state favored full price controls and the 
Australia-wide vote was 57 per cent in favor of controls. 
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AMERICAN INSTITUTE OF PaciFic RELATIONS, INC. 
1 EAST STREET, NEW YORK 22, N. Y. ELDORADO 85-1759 


May 255 1951 


TO THE TRUSTEES AND MEMBERS OF THE AMEKICAN 


IPR members may be interested to read the attached statement by 21 well-known 
academic and church leaders interested in Far Eastern problems. The statement 
is scheduled for early publication in the Christian Century and possibly in 
other journals, The signers of the statement have, of course, acted only in 
their personal capacities and not on behalf of their institutions. 


Two other groups of IPR members and supporters in New England ard on the Pacific 
Coast are also planning to issue somewhat similar public statements on the value 
of the IPK as a non-partisan agency for the study of Far Eastern problems which 
has now assumed such a vital importance in American foreign policy. 


Vithin the next few weeks the IPK expects to publish a short pamphlet on the 
purposes, organization, history and achievements of the IPR. It will be en- 
tirely descriptive and not concerned with the recent smear attacks on the 
organization. Nevertheless, it should be useful as 4 means of conveying 
accurate information about the character and work of the Institute to many 
people who have received a distorted impression from misleading accounts in 
certain newspapers. Members who would be interested in receiving a number of 
copies for distribution to key individuals or organizations in their own commu- 
nities are requested to notify me as soon as possible, MWany IPK members have 
already written to their own Senators and sepresentatives in Washington expressing 
their belief in the non-partisan character of the IPK's work and refuting the 
allegations which have occasionally appeared in the press. Mir, Swope and I 
hope other members will follew their example. 


The Senate Judiciary Subcommittee has not indicated whether it intends to hold 
public hearings on the IPR. aA few individusls formerly on the IPh staff have 
been questioned by members of the Subcommittee in executive session. I have 
again assured the counsel for the Subcommittee that the IPR welcomes a really 
comprehensive and balanced study of all its records, publications and activities. 
I have supplied members of the Subcommittee with statements on the work of the 
IPX together with copies of our annual reports for many years past and a large 
collection of I.P.R. books. 


The well-known law firm of Davis, Polk, hardwell, Sunderland & Kiendl (15 Broad 
Street, New York) has agreed to serve as legal counsel for the IPR and is working 
in close touch with kr. Swope and Mr, arthur H, Dean (Chairman of the IPR's 
Pacific Council) and with members of the American IPR Executive Committee. 

IPx members who are questioned by representatives of the Subcommittee should 

feel free to communicate with me or kr, Edgar Crossman of the above firm, 


WILLIAM L. HOLLAND 
Executive Vice Chairman 
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STATEMENT CONCERNING THE INSTITUTE OF PACIFIC RELATIONS 
(May 21, 1951) 


The undersigned persons, responsible in different capacities for work of inter- 
national scope in educational, philanthropic, and religious fields, desire upon 
our own initiative to give public testimony to the value of the work of the 
Institute of Pacific Relations, For twenty-five years the international con- 
ferences and the periodicals conducted by the Institute, and above all its 
extensive and varied research studies and treatises upon the economic and 
political life and the international relations of the countries of East and 
Southeast Asia, with their neighbors in the entire Pacific area, have been 
incomparably the most complete source of information in these most important 


fields. 


Differing among ourselves in political outlook and in many matters of opinion, 
we appreciate the accomplishment of the Institute of Pacific Relations in 
securing a comprehensive variety of factual studies and representations of 
opinion, For only by such broad coverage could the extraordinary complexity 
of the Oriental and Pacific regions be adequately reported. We believe that 
both the method and the results shown in the work of the Institute are impor- 
tant for the operations of a free democracy in the international field, and 
we deplore thé efforts currently made to discredit the Institute. 


Our own observation of the open procedures of the Institute of Pacific Rela- 
tions, in which a number of us have actively participated as conference 
delegates, as trustees or committee members, or as authors of study papers, 
confirms the confidence of the reputable foundations and firms which have 
continuously supported the work of this highly useful organization, Hundreds 
of our own colleagues, business men, editors, educators, directors of philan- 
thropic and religious enterprises, benefit directly from its studies and 
publications. So do some members of the Senate. 


Henry A, Atkinson Clyde Eagleton 
(Church Peace Union) (New York University) 
M. Searle Bates Rupert Emerson 
(Union Theological Seminary. Formerly (Harvard University) 
Vice President, University of Nanking) John K, Fairbank 
Knight Biggerstaff (Harvard University) 
(Cornell University) Galen M, Fisher 
Woodbridge Bingham (Formerly, Federal Council of 
(University of California) Churches ) 
Derk Bodde L. Carrington Goodrich 
(University of Pennsylvania) (Columbia University) 
Hugh Borton Paul Hutchinson 
(Columbia University) (Editor, Christian Century) 
Frank Cartwright Kenneth S, Latourette 
(wethodist Board of Foreign Missions) (Yale University) 
Percy E. Corbett Reinhold Niebuhr 
(Yale University) (Union Theological Seminary) 
George B, Cressey Nathaniel Peffer 
(Syracuse University) (Columbia University) 
J. Decker Lucius Porter 
(International Missionary Council) (Formerly, Yenching University, 
Peking 
Lennig Sweet 


(National Committee, Y.M.C.A. ) 


N.B. The foregoing persons have signed the above statement in their personal 
capacities and not as representing the institutions with which they are 
connected. 
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The current budget is not anti-inflationary; it pro- 
vides a surplus of only £A400,000 from a total ex- 
penditure of £A738.3 million, and shows an increase 
of £A146 million over last year. It shelters Australian 
consumers against higher wool prices by a 20 per cent 
government subsidy on Australian-made woolens. A 20 
per cent tax on wool at the point of sale in prepayment 
of the grower’s income tax is expected to drain off at 
least £A103 million, but the effect is not anti-infla- 
tionary for the funds are not immobilized but are used 
to meet current rising government expenditures. An 
increase in luxury taxes, higher postal charges, and 
an excess profits tax have been considered. Of greater 
significance is a proposed 20 per cent cut in federal 
public works, but this is more than offset by the states’ 
public borrowing program, which as approved by the 
Loan Council expanded from £A75 million in 1949-50 
to £A149 million in 1950-51. The Commonwealth 
Bank and Australian commercial banks have adopted 
tighter credit policies and the Capital Issues Board— 
guided by the recommendations of a new National 
Security Resources Board—will exercise a strict control 
over all investments, with priority going to those 
which contribute directly to defense needs or otherwise 
strengthen the economy. The decision of the High 
Court on the anti-Communist law, however, places in 
jeopardy some of the government’s recent economic 
measures—including the control of capital issues—which 
are also based on the defense powers. 

Much of the budget increase is accounted for by new 
defense plans (£A30 million) and stockpiling (£A50 
million) ; the wool subsidy will cost £A20 million. A 
War Gratuities payment will put £A67 million into 
private hands, and increased social-service benefits and 
certain income-tax concessions will cost another £A30 
million.* Salaries for public servants are expected to 
go up. Rising living costs forced the Arbitration Court 
in December to increase the basic wage £A1 per week 
(with a greater adjustment for women, who had been 
receiving as low as 54 per cent of the male rate in 
some industries), which by adding to the nation’s wage 
bill will add to costs and thus to prices and so again 
to wages.® A miners’ bonus of an additional day’s pay 
for each ten days of work has been ordered in lieu of an 
outright pay raise, although the Miners’ Federation 
strongly opposes this. Proposals to restore the 44-hour 
week, abolished in 1947, have met strong Labor op- 


8 Last year Parliament added a 5s. weekly child endow- 
ment payment for the first child to the existing 10s. weekly 
’ grant for children other than the first. 

9 An increase in the basic wage, ranging from five to ten 
shillings a week in the various capital cities, was announced 
April 20. The increases are based on the variation in the 
cost of living. 
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position. All told the economic situation is one of drift, 
leading the London Economist to write recently that 
“Australia shirks the issue.” 

The Liberal-Country Party victory in the elections 
ought to provide Prime Minister Menzies with the 
support for a stronger attack on Australia’s economic 
difficulties, but his problems are not easy ones. The 
Country Party will certainly insist that agricultural in- 
come remain high, labor will demand its fair share, 
and business will seek to maintain its profit margins, 
with the result that a struggle similar to that taking 
place in this country seems likely to ensue. 


Problems Facing New Cabinet 

Menzies is expected to make a try for a constitutional 
amendment giving the government the power to deal 
with the Communist threat, the proposals regarding the 
industrial tribunals and the Arbitration Court will be 
pressed again, and further controls over banking and 
credit will be sought. In a campaign speech on April 
3 the Prime Minister said his government would fight in- 
flation with controls if it thought them necessary. “But 
we do not propose to rush into controls,” he said. 
“It is a fallacy to suppose there is some quick, painless 
government remedy for high prices. The answer is 
productive work, skilled management and industrial 
cooperation.” He blamed low production figures on 
“go-slow” tactics and absenteeism, and declared that low 
production was the greatest cause of high prices in 
Australia. Labor is definitely in favor of price con- 
trols but its spokesmen insist that the decisions cf the 
Arbitration Court provide adequate wage controls. 

Credit controls and the allocation of materials can 
help to divert investment and scarce resources into the 
most necessary areas, while better labor discipline and 
increased cooperation in industry should result in 
greater productivity, but it is difficult to see that these 
alone will be sufficient remedies for the present infla- 
tionary situation in Australia. Too many factors have 
combined to increase demand and purchasing power 
and at the same time to curtail the availability of goods 
and services. It seems inevitable that the government 
will be forced, if only by public discontent over rising 
prices, to move in the direction of increasing controls 
and regulation. 


SOUTH ASIAN STUDENTS IN THE UNITED STATES 

The year 1950-51 saw a marked increase in the 
number of students from southern Asia brought to the 
United States by the Institute of International Educa- 
tion. The total number of 89 includes 21 students from 
India, 16 from the Philippines, 15 from Burma, 12 
from Indochina, and smaller numbers from Thailand, 
Ceylon, Malaya, Pakistan, Indonesia, and Afghanistan. 
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BY JOSEPH W. BALLANTINE 


New THAT A PEACE TREATY for Japan seems near, 
a question that claims renewed attention is how 
far the democratic reforms introduced under the Al- 
lied occupation will survive the withdrawal of its con- 
trols. This will depend, of course, upon many factors, 
especially the extent to which the United States and 
the other democracies succeed in fostering a community 
of spiritual and material interests between Japan and 
themselves, and the extent to which Japan is able to 
achieve an economy that will sustain a democratic 
society. Since Japan’s prosperity is so largely dependent 
upon foreign trade, the answer on both these points 
lies in circumstances external to Japan. In assessing 
factors internal to Japan, it is necessary to consider how 
deeply democratic tendencies have taken root.’ 

To do full justice to the subject would require a 
review of a rather wide range of currents and cross- 
currents that were flowing through Japan over a period 
of many years. At the risk of being charged with over- 
simplication of a very complicated question, the writer 
offers here a few brief comments bearing upon the 
strength of Japan’s prewar democratic forces in the 
hope that these comments will suggest some lines along 
which more detailed inquiry might be made. 

Japan’s metamorphosis from feudalism into a modern 
centralized state was accomplished in conjunction with 
the overthrow of the Tokugawa shogunate by a coali- 
tion of four leading western clans, Satsuma, Choshu, 
Hizen, and Tosa, By the time the cabinet system was 
instituted in 1885 leadership in the government had 
fallen largely into the hands of the Satsuma and Choshu 
clansmen. Between 1885 and 1898 there were four 
Choshu and three Satsuma ministries in rotation. It is 
significant that the demand for popular government 
which had been growing during those years was spear- 
headed by Okuma of Hizen and Itagaki of Tosa. Their 
motives, in large part at least, were a desire to develop 
a counterpoise to the preponderant political power of 
Satsuma and Choshu. They did not envisage extending 
the franchise beyond the shizoku (gentry class). When 
a parliament was established under the constitution of 
1889, its powers were greatly circumscribed, and the 
franchise was limited initially by property qualifications 
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to barely one per cent of the population. In 1898 
Okuma and Itagaki formed a short-lived cabinet. 

Other significant factors in Japan’s modern social and 
political evolution were the rise in the influence of 
the merchant class and the introduction of universal 
military service and of universal and compulsory ele- 
mentary education. While, on the one hand, these 
developments rapidly converted a feudal class-stratified 
society into one that was essentially equalitarian, with 
universal manhood suffrage attained in 1925, on the 
other hand they facilitated progressive regimentation, 
concentration of authority, and eventual tightening of 
governmental controls. The army was indoctrinated in 
such a way and underwent a disciyline of such a 
character as to make it an effective instrument for the 
exercise by the military leaders of independent political 
power. Concentration of economic authority in the 
hands of a few merchant-family combines was deliber- 
ately promoted to accelerate industrialization and to 
make possible close direction by the state of large- 
scale enterprise. Individual combines aligned themselves 
with one or another political group or faction. For 
example, the house of Mitsui worked closely first with 
the Choshu and Satsuma leaders and later with the 
Seiyukai party, and the house of Iwasaki (operating 
under the trade name of Mitsubishi) with the Hizen 
and Tosa leaders and later with the Kenseikai party. 
The full force of the educational system was brought 
to bear to entrench with moral sanctions the system 
of authoritarian contro). 


Tradition of Control from Above 


Ingrained habits and traditional concepts made the 
Japanese singularly amenable to the imposition of con- 
trols from above. The Japanese people had always con- | 
ceived of themselves as menibers of a kin group, or, in 
the widest extent of loyalty as it was developed with 
the restoration of the Emperor to temporal authority in 
1868, of the national totality. On the indigenous tribal 
concepts there had been grafted early in the Christian 
era the Confucian social and political philosophy, carry- 
ing the concept of an arrangement of society in which 
the emphasis was on a vertical relationship among its 
individual members, such as that of ruler-subject, 
father-son, husband-wife, and older brother-younger 
brother. These concepts, characteristic of a patriarchal 
society, were too deeply rooted to be swept away by 
the influx of Western thought. Consequently, in the 
new Japan certain curious anomalies developed. For 
example, the House of Peers generally evinced a greater 
concern for the welfare of the masses than the House 
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of Representatives, because the feudal attitude of 
noblesse oblige was deeply ingrained in the peerage. 
Higher education was designed to train a leadership 
group for service in an authoritarian state. Admission 
to and advancement in secondary schools and univer- 
sities was on a non-discriminatory selective basis, and 
competition for place was keen, because possession of 
a university degree practically assured the holder a 
career in government or in big business. The system 
operated to channel the most promising talent into those 
fields, leaving for the most part a backwash of medio- 
crity to compete for place at group and at local levels. 
Although curricula and methods of teaching were not 
calculated to develop individualism and independence 
of thought, it is noteworthy that such non-conformity to 
the prescribed authoritarian patterns as emerged in 
Japan was found more largely among university gradu- 
ates than among any other class. The suggestion, often 
put forward in the United States before and after 
Japan’s surrender, that if Japan were to have democratic 
leadership it must come from the masses, would thus 
seem to have no validity, at least as applied to any 
contemplated duration of American tutelage, since such 
promising leadership material as the masses produced 
was channeled into the general national stream, If the 
purge of some 200,000 leaders that was carried out 
during the Allied occupation was inspired by any idea 
that if Japan’s existing leadership were gotten out of 
the way a new democratic leadership would spring up 
overnight to take its place, the plan has misfired. 


Western Ideas Gain Greund 


In spite of the rigid molds in which the Japanese 
political leaders hoped to hold society, and in spite 
of an eclecticism that sought to borrow only from the 
material side of Western civilization while rejecting 
its spiritual side, Western moral ideas steadily gained 
ground from the outset of Japan’s opening to the 
world. The new ideas were spread by returned students 
from American and European universities, by Christian 
missionaries and their converts, and by foreign teachers 
in Japanese schools. Western books, especially those 
dealing with the social sciences, were eagerly read by 
large numbers. The Japanese were thus widely made 
acquainted with a new concept of the dignity of the 
individual, including all that this implied in basic hu- 
man rights. The expansion of heavy industry at the 
expense of light industry developed workmen of higher 
intelligence and greater independence. 

As a consequence, in the early 1920s a reaction began 
to set in against the prevailing expansionist tendencies. 
A massacre by Bolshevik partisans of a Japanese gar- 
rison at Nikolaevsk at the mouth of the Amur aroused 
nation-wide public opposition to continuance of the 
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course of military adventure then being pursued in 
Siberia, and the Japanese military group had to give 
way. Public opinion generally welcomed the invitation 
to the Washington Conference in 1921, and in this 
atmosphere the Japanese government subscribed to the 
treaties concluded there calling for limitation of naval 
armaments and for policies of self-restraint toward 
China. Statesmen came to the fore who committed 
themselves to orderly and peaceful processes in the 
conduct of Japan’s foreign relations. The evolution of 
the parliamentary system toward substantially respon- 
sible party governments seemed to be well on the way. 
In the light of Japan’s traditions and heritage, it was 
not to be expected that Japan’s progress toward demo- 
cratic goals would be either symmetrical or unfaltering. 
No practical politician proposed the subjection of the 
military to civilian control or the curtailment other- 
wise of the prerogatives of the throne. There was no 
active movement for abandoning the patriarchal Jap- 
anese family system, incongruous though it was in a state 
aspiring to modernity. And little protection was offered 
to labor, except as it was covered by a moral obligation 
on the part of the employer to be considerate, as 
expressed by the term onjo shugi. Viscount Takaakira 
Kato, generally spoken of as one of Japan’s liberal 
statesmen, once publicly admitted during his premier- 
ship (1925-26) that he had never heard of the right 
of collective bargaining. There was little articulate pub- 
lic condemnation of exploitation of factory workers 
by employers, but public opinion would not have tol- 
erated the flaunting by privileged classes of the luxurious 
and extravagant living that is seen among the idle rich 
in the United States and elsewhere, A rich man might 
be able to get his city estate taxed as forest land, but if 
his car ran over a humble pedestrian his chances of 
getting off without making some indemnification would 
be very small even if the weight of evidence pointed 
to the pedestrian’s having been entirely at fault. 
Democratic processes had not advanced to the point 
where issues were decided by public debate. It was 
regarded as impolitic to air unpopular minority views, 
not because the holder lacked courage to challenge 
the majority, but because he knew that this would be 
futile until the impetus of mass psychology had run its 
course. Then only would there be a possibility that the 
reserve forces of clear judgment might make them- 
selves felt. Account needs to be taken also of the fact 
that habits of compromise were strong in a society 
such as that of Japan where individualism had not de- 
veloped to the point where there was general respect 
by society for freedom of conscience and for a firm 
stand on a moral issue. It would therefore be inac- 
curate to assume from the absence of voiced opposition 
to the course of aggression in which the nation em- 
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barked in the 1930s or even from expressed condone- 
ment of such courses by professed “liberals” that gen- 
uine opposition did not exist to ultra-nationalistic trends 
or that there had been a general apostasy from lib- 
eralism., 

It is not meant to imply, of course, that the military 
party’s policies were lacking in strong public support. 
Indeed, it is doubtful whether the army leaders would 
have ventured upon their course had they not been 
confident that it would be widely approved. Nor is it 
likely that the civilian leaders who disapproved the 
army’s policy would have been as weak-kneed as they 
were toward the army if they had not seen that the 
tide of mass sentiment was running against them. They 
felt that their only chance of averting a coup d’etat by 
the army extremists lay in humoring them and not 
arousing them. 

The situation in Japan at that time was singularly 
favorable to a bid by the military extremists for political 
ascendancy. Late in 1929 the New York silk market 
had collapsed and the price of raw silk dropped by 
one-half. Acute distress overtook the Japanese country- 
side, since one-third of Japan’s agricultural house- 
holds depended upon cocoon raising as a secondary 
occupation to tillage for keeping the wolf from the door. 
The army took advantage of the prevailing unrest to in- 
stitute a propaganda campaign. It charged the political 
parties with having betrayed the national interests in 
subscribing to the Washington Conference (1922) and 
the London Conference (1930) treaties, and it de- 
nounced the business leaders for allegedly exploiting 
the masses. The United States Immigration Act of 
1924, with its discriminatory treatment of the Japanese 
as a race, and American and British trade barriers 
against Japanese manufactured goods were cited as 
evidence of a lack of sincerity in Anglo-Saxon profes- 
sions of a desire for international collaboration. The 
army leaders insisted that Japan as a “have-not” nation 
must assure herself of foodstuffs, raw materials, markets, 
and room for her growing population if she were to 
survive as a nation, and that she could not rely on 
international cooperation to ensure this, These: argu- 
ments had wide appeal and created an atmosphere that 
popularized the Manchurian adventure initiated in 1931. 

The Allied occupation in its zeal for the democratiza- 
tion of Japan has gone far beyond merely seeing to it 
that obstacles to the “revival and strengthening of 
democratic tendencies” be removed, which was called 
for in the surrender terms. Comprehensive “democratic” 
reforms were introduced, many of which are having 
a salutary influence. Others that are unadapted to 
Japanese conditions and in some cases were adopted 
as a result of extraordinary “undemocratic” pressure 
will probably not long survive the departure of the 
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Allied forces. While we may assume that the Japanese 
people will be unwilling wholly to retreat from the op- 
portunities for greater freedom ‘hat they now enjoy, it 
would be dangerous to disregard the strength of the 
surviving forces of authoritarianism and the traditional 
moral sanctions that render the Japanese people singu- 
larly submissive to authority. Nevertheless, there are 
good reasons that encourage the hope that under favor- 
able conditions Japan’s future development will be along 
essentially democratic lines. 

American support and encouragement can contribute 
much to ensuring conditions favorable to the growth of 
democracy in Japan. Perhaps the first requisite is the 
cultivation among us of an imaginative sympathy with 
the Japanese people in the difficult problems of social 
and economic adjustment that beset them, With a. 
deeper understanding of these problems we would be 
more tolerant and more patient in our attitudes. We 
would realize that the Japanese people need the sus- 
tained stimulus of our approbation for the gains that 
they have made, of our recognition of their human 
equality with Europeans and Americans, and of assur- 
ances of our abiding friendship. We should therefore 
lose no time in rescinding our domestic legislation that 
discriminates against the Japanese as a race, as we did 
for the Chinese in 1943; we should be willing to take 
more Japanese manufactured goods and to help them 
gain access to raw materials and markets elsewhere; 
and we should continue to make it clear that we shall 
not abandon them to Communist aggression. If we do 
all these things and whatever else may be dictated by 
disinterested friendship, with due respect for the prin- 
ciple of equality, we may lock forward with con- 
fidence to reaping dividends from our heavy invest- 
ment in Japan. These dividends will take the form of 
wholehearted Japanese cooperation with us in our ef- 
forts to establish a basis of lasting peace under justice 
in the western Pacific region. 
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